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Chapter 2 - Internal Control

State policymakers and program managers are continually seeking ways to improve accountability
in achieving an Organization’s mission. A key factor in achieving that goal is to implement an
effective internal control system.

An effective internal control system helps an Organization adapt to changing environments,
evolving demands, and new priorities. As programs change and Organizations strive to improve
operation processes and implement new technology, everyone involved must continually evaluate
the control system to ensure that it is effective and updated when necessary.

The State has adopted the Committee of Sponsoring Organizations (COSO) of the Treadway
Commission Internal Control Integrated Framework (COSO Framework) for Organizations to use
in the assessment of internal control as adapted by the Government Accountability Office (GAO)
Standards for Internal Control in the Federal Government issued September 2014.

2.1 Establishing an Effective Internal Control System

Internal control is a process affected by an Organization’s oversight body, management and other
personnel that provide reasonable assurance the objectives of an Organization will be achieved.
These objectives and related risks can be broadly classified into one or more of the following three
categories:

= Operations — Effectiveness and efficiency of operations
= Reporting — Reliability of reporting of internal and external use
= Compliance - Compliance with applicable laws and regulations

These are distinct, but overlapping categories. A particular objective can fall under more than one
category, can address different needs and may be the direct responsibility of different individuals.

d' " 4a” v o

Objective Controls Controls Objective
identified designed in place achieved

Source: GAQ. | GAO-14-704G

The Organization determines its mission (within the approved limits of Delaware Code Title 29),
sets a strategic plan, establishes Organization objectives and formulates plans to achieve its
objectives. Management, with oversight from the Organization’s oversight body or Organization
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Head, may set objectives as a whole or target activity within the Organization. Management uses
internal control to help the Organization achieve those objectives.

Internal control comprises the plans, methods, policies, and procedures used to fulfill the mission,
strategic plan, goals, and objectives of the Organization. Internal control serves as the first line of
defense in safeguarding assets. Internal control assists managers with providing results through
effective stewardship of public resources, promoting accuracy and reliability of the Organization’s
accounting data, and encouraging compliance with all the policies and procedures of the State.

An internal control system is a continuous built-in component of operations, effected by people,
that provides reasonable assurance, not absolute assurance, that an Organization’s objectives will
be achieved.

Within the Plan/System, the five components of internal control must be present. They are
described as follows:

= Control Environment - The foundation for an internal control system. It provides the
discipline and structure to help an Organization achieve its objectives.

= Risk Assessment - Assesses the risks facing the Organization as it seeks to achieve its
objectives. This assessment provides the basis for developing appropriate risk responses.

= Control Activities - The actions management establishes through policies and procedures
to achieve objectives and respond to risks in the internal control system, which includes the
Organization’s information system.

= Information and Communication - The quality information management and personnel
communicate and use to support the internal control system.

= Monitoring - Activities management establishes and operates to assess the quality of
performance over time and promptly resolve the findings of audits and other reviews.

In addition to the five components in an internal control system, management must also assess the

design, implementation, and operating effectiveness of those components with 17 principles (see
chart below.) All components and principles are required for an effective internal control system.
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Organizations need to implement relevant principles as shown in the following table:

COMPONENT PRINCIPLE

Control Environment | Demonstrate commitment to integrity and ethical values

Ensure that board exercises oversight responsibility

Establish structures, reporting lines, authorities and responsibilities

Demonstrate commitment to a competent workforce

Hold people accountable

Risk Assessment Specify appropriate objectives

Identify and analyze risks

Evaluate fraud risks

Identify and analyze changes that could significantly affect internal
controls

Control Activities Select and develop control activities that mitigate risks

Select and develop technology controls

Deploy control activities through policies and procedures

Information and Use relevant, quality information to support the internal control
Communication function

Communicate internal control information internally

Communicate internal control information externally

Monitoring Perform ongoing or periodic evaluations of internal controls (or a

combination of the two)

Remedy internal control deficiencies on a timely basis

Documentation is also a necessary part of an effective internal control system. The level and nature
of documentation vary based on the size of the Organization and the complexity of the operational
processes the Organization performs. Management uses judgment in determining the extent of
documentation needed. Documentation is required to demonstrate the design, implementation, and
operational effectiveness of an Organization’s internal control system. Minimum documentation
requirements are as follows:

If management determines that a principle is not relevant, management supports that
determination with documentation that includes the rationale of how, in the absence of that
principle, the associated component could be designed, implemented, and operated
effectively.

Management develops and maintains documentation of its internal control system.
Management documents in policies the internal control responsibilities of the Organization.
Management evaluates and documents results of ongoing monitoring and separate
evaluation to identify internal control issues.

Management evaluates and documents internal control issues and determines appropriate
corrective actions for internal control deficiencies on a timely basis.

Management completes and documents corrective actions to remediate internal control
deficiencies on a timely basis.
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2.1.1 Sample Internal Control Plan Elements

= The control environment is the foundation for an internal control system. It provides the
discipline and structure which affect the overall quality of internal control. It influences
how objectives are defined and how control activities are structured. The oversight body
and management establish and maintain an environment throughout the Organization
that sets a positive attitude toward internal control.

= After establishing an effective control environment, management assesses the risks
facing the Organization as it seeks to achieve its objectives. The assessment provides the
basis for developing appropriate risk responses. Management assesses the risk the
Organization faces from external and internal sources.

= Control activities occur throughout the Organization, at all levels and in all functions.
Internal control systems vary from one Organization to another. The control objectives
and features are dependent on the organizational complexity of an Organization and the
management objectives for that Organization.

Some of the basic objectives of control procedures are as follows:

= Authorization
e Transactions are properly authorized. A properly authorized document must
have the correct number of approvals (hardcopy or electronic signature(s)) as
required by the Organization’s internal policy and this Manual.

= Review and approval
e Proper supporting documentation for all financial documents is required.
Supporting documentation is defined as invoices, logs, worksheets, memos, or
additional documentation that provides support for both the purpose and amount
of a transaction.

e Recording and approving transactions timely in the accounting system to ensure
transactions are recorded in the appropriate accounting period.

= Reconciliations
e Monthly reconciliations of financial data in the accounting system are properly
recorded on month-end reports.

= Physical security over assets

e Assets are guarded and protected from loss or damage due to accident, natural
disaster, negligence or intentional acts of fraud, theft or abuse.
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= Segregation of duties
e A comparison or check of recorded assets against existing assets is performed
regularly by staff that is independent of the financial area responsible for
recording the assets.

e The division of responsibility for accounts receivable records and cash receipts.

e The preparation of monthly bank reconciliations by an employee not responsible
for disbursing cash or depositing cash.

e Access to the State’s finance and accounting system, First State Financials
(FSF), is structured so that Organizations may segregate authorized duties. Users
are not permitted to share logon IDs or passwords under any
circumstances. Sharing this information is a direct violation of the State’s
security policy (See Section 2.6 below). Violation of security measures
weakens the overall internal control structure of an Organization. Security
personnel will promptly disable a user’s access if the sharing of 1Ds and/or
passwords is discovered.

e State Organizations are required to have procedures in place to ensure that the
individual who generates a payment is not the same individual who approves the
same payment.

e When segregation of duties is impossible or impractical, management should
look for other methods of ensuring internal control, such as regular periodic
supervisory reviews, rotation of duties, edits built into automated systems,
unannounced verification of assets, etc.

= Reviews of operating performance
e A structural plan of the Organization that provides the framework for the
appropriate division of authority, responsibility, and duties among employees.

e An accounting system designed to measure the results of operations and
financial position.

= Education, training, and coaching

e Personnel policies designed to employ, train, evaluate, and compensate
employees.

Managers should continuously monitor and improve the effectiveness of internal control
associated with their respective internal programs. This continuous monitoring and other
periodic evaluations provide the basis for management’s verification that existing controls are
sufficient to safeguard the Organization’s assets.

Management is responsible for maintaining and communicating written policies and procedures
to ensure that an effective system of internal control exists within each Organization. Effective
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policies and procedures help ensure management directives are carried out and that necessary
actions are taken to address risks to the achievement of the Organization’s objectives.

2.1.2 Limitations of Internal Control

Internal control is not foolproof. Management’s monitoring of and attitude towards the
adherence to control procedures are critical to making controls work. The objective of internal
control is to provide reasonable assurance that management’s defined control objectives are
being met.

The concept of reasonable assurance recognizes that the cost of the system of internal
accounting control should not exceed the benefits expected to be derived, and also recognizes

that the evaluation of the cost-benefit relationship requires estimates and judgments by
management.

2.2 Approvals Internal Control

See Chapter 6 for controls related to the approval of business transacted on behalf of the State.

2.3 PCard Internal Control

See Chapter 12 for controls related to the State’s Purchasing Card (PCard).

2.4 Payroll Internal Control

See Chapter 14 for controls in payroll processes monitored by the State’s Payroll Compliance
Group.

2.5 Reconciliation and Certification Requirements for First State
Financials

State Organizations are required to comply with the following reconciliation and certification
requirements:

= State Organizations’ management must establish and maintain an internal control plan

process. The Division of Accounting will utilize the written policies to conduct annual
internal control plan reviews.
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State Organizations’ management must establish a process in-house to determine
outstanding transactions and resolve them internally. Contact the FSF Service Desk for
assistance with transactions that cannot be resolved internally.

Management is required to certify that they have reviewed FSF reports for balance
verification as part of each Organization’s regular monthly reconciliation process by signing
and submitting the FSF Reconciliation Certification (Form DOA001). The Certification is
to be submitted quarterly to the Division of Accounting (DOA) in accordance with the
FSF Monthly Close-Out Schedule disseminated by DOA at the start of the fiscal year.

The FSF Reconciliation Certification acknowledges that:

e There were no deficiencies that arose which could adversely affect the
Organization’s ability to record, process, summarize, and report financial data;

e No material weaknesses in the Organization’s internal control were identified;

e Transactions have been properly reviewed and authorized prior to and during
processing to ensure the proper delivery, receipt, and payment for goods/services;
and,

e Appropriations reflect accurate charges and all discrepancies identified have been
corrected.

Any current identified exceptions need to be acknowledged on the Reconciliation Exception
Report (Form DOA002) and submitted with the reconciliation form. (See the fiscal year
FSF Schedule on the DOA extranet for the months that require completion of certifications.)

Responsible officers are required to make annual representations to attest that they have
complied with certifications, conducted an annual review of their Organization’s finance
and accounting system Internal Control Plan, and analyzed the Organization’s operations to
ensure compliance with the plan.
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2.6 Records Retention
2.6.1 General

Certain documents are retained and reviewed to determine the accuracy of the State’s financial
records, including the Budgetary Status Reports received from DOA. These documents are also
used by the Department of Finance (DOF), the Office of Management and Budget (OMB), and
the Office of the Auditor of Accounts (AOA) to determine the validity of financial data and the
propriety of transactions. The methods and retention guidelines described in this Manual are the
minimum requirements placed on Organizations that generate financial documents for central
processing.

Each agency is required to maintain transactional receipts and supporting documents in the
manner established by the Director of OMB. All invoices, bills, statements, letters, vouchers,
and other documents pertaining to receipts and disbursements must be systematically preserved
by each agency. (29 Del. C. 86504) Organizations may electronically attach (scan) supporting
documentation to transactions in FSF, or Organizations may maintain and file hardcopy (paper)
documents for this purpose.

The Secretary of Finance is responsible for keeping a distinct account, under appropriate
headings, of all:

= Receipts and expenditures of State monies;
= State property; and
= Debts and obligations due to and from the State.

For this purpose, the Secretary of Finance is granted free and unfettered access to all the books,
papers, documents, and records of State agencies receiving or expending any State money. (29
Del. C. 86523)

Records retention requirements are established by the Delaware Public Archives (DPA), an
office of the Department of State. The most current State Agency General Records Retention
Schedule is available at http://archives.delaware.gov. DPA has issued “Model Guidelines for
Electronic Records” for use by all Organizations in State and local government in Delaware.
The purpose of these guidelines is to assist Organizations to maintain records to meet the
accepted standards for a variety of criteria, including ensuring that records are readily available,
adequately protected, legally acceptable, auditable, and evidential.

DPA also establishes General Records Retention Schedules for electronic and paper-based
records in an effort to ensure only necessary records are retained and the records are retained
for the proper time periods. Organizations are responsible for adhering to all DPA records
retention requirements. Organizations should consult with DPA and DOA to determine
specific record retention requirements as part of each Organization’s Internal Control Plan.
DPA is also available to discuss Organizations’ records storage requirements. For additional
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information about records retention schedules, Organizations should refer to
http://archives.delaware.gov/govsvcs/retention/index.shtml.

Documents supporting financial transactions must be retained until the completion of a
successful audit. A successful audit is one in which all general, special, and federal findings and
recommendations have been completely resolved. Financial reports must be retained for five
years and until the completion of a successful audit. Organizations may set higher standards or
criteria for internal records retention and filing.

Organizations should contact their Federal agent for the record retention requirements of a
Federal grant. At a minimum, Organizations must follow the State’s record retention policy, but
must also adhere to any additional requirements that may be imposed by the Federal agency as
it relates to grants.

2.6.2 Electronic Filing

Electronically processed transaction records, such as purchase orders and invoices, are
automatically stored in FSF for reporting, auditing, and document retention purposes. These
electronic files must be maintained to show the budget on an individual appropriation basis.
Organizations remain responsible for maintaining any necessary documents and records for all
manually processed transactions (where the hard copy signature for a transaction serves as the
approval record), as well as any hard copy documents used to support processing for both
electronic and manual transactions.

Any supporting paper documents may be scanned into FSF electronically and attached to a
specific transaction that reflects activity for a particular appropriation. These documents may
not be commingled with any other appropriation. For further information on this record
retention option, the Organization should contact DOA.

2.7 Security (General and Information Technology)

All State employees are required to abide by the State’s policies for the safeguarding of proprietary
and personal information, and the Department of Technology and Information’s computer usage
security policies. Employees are expected to safeguard and secure, and are prohibited from sharing,
information, such as employee identification numbers, social security numbers, computer and
software passwords, State credit card account and PIN numbers (e.g., fleet services card,
Procurement Card), building access badges, and other identifiers and access instruments distributed
as State issued security measures. Any questions regarding this policy should be directed to
http://dti.delaware.gov/default.shtml.
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2.7.1 First State Financials User Roles

A complete listing of FSF User Roles can be found at the following link:
http://extranet.fsf.state.de.us/documents/training/job role handbook.pdf.

2.8 Audit and Compliance

State Organizations and programs are subject to periodic audits of their activities to ensure they are
in compliance with State law, regulatory requirements, and the Organization’s own internal control
plan. These audits may be conducted by internal or external auditors.

Internal audits are management oriented. These audits gather information that is reported back to
Department managers and Organization heads to assure these individuals are in a position to make
informed decisions. These audits can also detect areas in need of further internal control; activities
and practices that may require process changes to bring them into alignment with required policies;
and identify opportunities for Organizations to improve the way services are delivered.

External audits are oversight oriented. These independent audits contribute to the transparency
and reliability of public sector financial reports. External auditors report to other branches and
levels of government and to the public to assure effective legislative and public oversight of
government activities.

Internal Control processes must also be evaluated on a regular basis by internal or external parties
to satisfy managers and elected officials that activity and system controls are adequately designed
for their intended purposes, have been properly implemented, and continue to function. Regular
audit and compliance checks enable the State to identify changes, modifications, and corrective
measures needed for continued prudence in the management of public funds.

2.9 Policy Maintenance Requirements

The Budget and Accounting Policy Manual is maintained by OMB and DOF, through DOA.

2.10 Penalties

Failure to adhere to State policies and practices as outlined in the Delaware Budget and Accounting
Policy Manual, or as disseminated from time to time by DOA, may result in restricted or limited
access to FSF or any applicable State information technology systems, disciplinary action,
dismissal, and/or legal action.
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1. Appropriated Special Funds (ASF) — A special fund that the Legislature has chosen to place
under the same type of budgetary and financial controls as the State’s GF. Annual budget
requests must be submitted to OMB, and must be approved by the Legislature.

Annual expenditures against ASF monies may not exceed the appropriation limit authorized by
the Legislature. ASF monies may be encumbered or expended against the available spending
authority, which is the lesser of the authorized appropriation limit or revenue collected.

2. Non-appropriated Special Funds (NSF) — A special fund that has no legislative spending
limits and is not considered appropriated monies. NSF monies may be encumbered or
expended against revenue collected. Donations, gifts, local school funds, and various trust
funds are examples of NSF monies.

3. Federal Funds — Spending authority for federal grant funds is based on grant awards.
Organizations receiving federal funds may encumber and expend up to the full amount of
allotted federal funds, regardless of whether or not the funds have been received.

Any spending rules or restrictions for federal grant funds depend on the guidelines of the
awarded grant. Federal funds are not considered State monies and are subject to individual
grant program rules and restrictions.

State-appropriated matching funds are State monies and are subject to State spending rules
and restrictions. Spending authority must be available before encumbering any State-
appropriated matching funds.

Recipients of sub-grants or pass-through grants must wait for the receipt of funds prior to
encumbering or expending any federal funds.

4. Bond Funds — Funds are authorized annually by the Legislature in the Bond Bill, also known
as the Bond and Capital Improvement Act. Once authorized and appropriated, Bond Fund
monies are immediately available for encumbrances and expenditures.

The SF includes, but is not limited to, the following funds and accounts:

1. Accounts established by Organizations for the collection of receipts for:
= Board;
= Tuition;
= Hospital Treatments; and

= Sale of Farm Products

2. Professional Regulation fees (29 Del. C. 88735 (¢));
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3.

4.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

Revenue Refund Accounts (29 Del. C. §6533 (e));

Federal Aid Funds - All federal financial assistance program money received by the State,
whether directly or indirectly, in the form of cash, check, or via an electronic funds
transfer method (29 Del. C. §2711 (a));

Capital Improvement Projects Fund - All monies received from the sale of bonds and
notes issued for the capital improvement program (29 Del. C. §7414);

Advanced Planning and Real Property Acquisition Fund (29 Del. C. 86343);

Accounts established for minor capital improvements by local school districts (29
Del. C. §7528);

Accounts established for the rental, repair and lease purchase of portable classrooms by the
State Board of Education (29 Del. C. 86102 (d));

Accounts established for the Business Enterprise Program’s vending receipts, operated by the
Division for the Visually Impaired within the Department of Health and Social Services (29
Del. C. 86102 (1));

Accounts established for the improvement of statewide (department and divisional) indirect
cost recoveries from programs financed in whole or in part with Federal funds (29 Del. C.
86102 (K));

Accounts established for the Delaware Emergency Management Agency (29 Del. C. §6102
(1);

Division of Corporations Corporate Revolving Fund (29 Del. C. §2311 (b));
Emergency Housing Assistance Fund (29 Del. C. §7953);

State Lottery Fund (29 Del. C. 84815);

Delaware Higher Education Loan Program Fund (29 Del. C. §6102 (e));
University of Delaware Funds (29 Del. C. 86102 (b));

Delaware State University Funds (29 Del. C. 86102 (b));

Delaware Technical and Community College Funds (29 Del. C. §6102 (b));
Delaware Child Support Enforcement Account (29 Del. C. 86102 (g));

Delaware State Housing Authority Funds (29 Del. C. 86102 (h));
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21. Housing Development Fund (31 Del. C. §4030);
22. Local School District Funds (29 Del. C. 86102 (j)); and

23. Delaware Housing Insurance Fund (31 Del. C. §4050).

3.3  State Financial Reporting

In addition to the budgetary considerations of governmental accounting, the State is also required to
report its financial activities on a yearly basis. This reporting is achieved through the yearly
submission of the ACFR. The information in the ACFR is segregated according to Funds and covers
all of the State's financial activities.

3.3.1.  Whatis the State Financial Reporting Entity?

In accordance with the Governmental Accounting Standards Board (GASB) Statements No. 14 ,61
and 80, the financial reporting entity of the State consists of:

1. The primary government. The primary government consists of all funds, departments,
and Organizations that make up the legal entity of the State.

2. Organizations for which the primary government is financially accountable.
Financial accountability exists if a primary government appoints a voting majority
of the Organization’s governing body and either:

a. Is able to impose its will on that Organization; or

b. Has the potential for the Organization to provide specific financial benefits to,
or impose specific financial burdens on, the primary government. A primary
government may also be financially accountable for governmental
Organizations with a separately elected governing board, a governing board
appointed by another government, or a jointly appointed board that is fiscally
dependent on the primary government.

An Organization is fiscally dependent if it is unable to determine its budget
without another government having the substantive authority to approve or
modify that budget, to levy taxes or set rates or changes without substantive
approval by another government, or to issue bonded debt without substantive
approval by another government.

3. Other Organizations (including component units, joint ventures, jointly governed
Organizations, and other stand-alone governments) for which the nature and
significance of their relationship with the primary government is such that exclusion
would cause the reporting entity's financial statements to be misleading or incomplete.
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3.3.2.  Measurement Focus of Accounting for ACFR Reporting

Measurement focus is concerned with what financial transactions and events will be recognized
in the accounting records and reported in the financial statements. Measurement focus is concerned
with the inflow and outflow of resources - what is being measured. While a number of
measurement focuses exist, the following two are fundamental to current governmental accounting
principles:

1. Flow of economic resources considers all of the assets available to the
governmental unit for the purpose of providing goods and services. Under this
focus, all assets and liabilities, both current and long-term, are recorded within the
fund and depreciation is recorded as a charge to operations.

2. Flow of current financial resources measures the extent to which financial
resources obtained during a period are sufficient to cover claims incurred during
that period. The emphasis of this focus is on cash, and assets that will become
cash, during or shortly after the current period. Long-term capital assets and long-
term obligations are not recorded within a fund under this measurement focus.

3.4 Basis of Accounting

Basis of accounting refers to when transactions and events will be recognized in the accounting records
and presented in the financial statements. The State maintains and reports financial data on two different
bases:

1. The Budgetary/Cash Basis of Accounting, in order to demonstrate compliance with the
State's legally binding budget or the annual Appropriation Bill. Financial records are kept
on a basis consistent with the format of the Bill.

2. The GAAP Basis, in order to present the financial community with statements which are
consistent with the common basis of governmental reporting.

The GAAP statements, as presented in the ACFR, are the official record of the financial activities of
the State. Both of these bases are further described in this Chapter.

3.4.1. The Budgetary/Cash Basis of Accounting
Under the cash basis of accounting, revenues are recognized when cash is received by the

State; expenditures or expenses are recognized when cash is disbursed. The accounts of the
GF and the SF are reported for budgetary purposes using the cash basis of accounting.
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3.4.2. The GAAP Basis of Accounting

GAAP for government Organizations are established and communicated by GASB. This board
sets forth the statements that are to be followed by governments in reporting their financial
activities on a common basis across the United States. To comply with GASB in its financial
reporting, the State produces the ACFR on the basis of GAAP.

The financial activities of the State for GAAP accounting purposes are also organized on the basis
of individual funds and account groups, each of which is treated as a separate accounting entity
segregated for the purpose of carrying on specific activities or attaining certain objectives in
accordance with specific regulations, restrictions or limitations.

For additional details regarding the funds, Organizations should refer to Exhibit A at the end of
this chapter.

For GAAP and ACFR purposes, governmental accounting transactions and events are recognized
on either the accrual basis or the modified accrual basis.

1. Accrual basis of accounting records revenues in the period in which they are earned
and become measurable; expenses are recorded in the period incurred, if measurable.

2. Modified accrual basis of accounting recognizes revenues in the period in which
they become available and measurable. Revenues are considered available when they
will be collected either during the current period or soon enough after the end of the
period to pay current year liabilities. Revenues are considered measurable when they
are reasonably estimable. Expenditures are generally recognized when the fund liability
is incurred, if measurable.

The following bases of accounting are used for the various funds:

1. Governmental Funds and Organization Funds

The accounts of the general and special revenue, debt service, capital projects and
Organization funds are reported using the modified accrual basis of accounting. Under
the modified accrual basis of accounting, revenues and assets are recognized when
measurable and available to finance operations during the year. Expenditures and
liabilities are recognized upon receipt of goods and services. Modifications to the
accrual basis of accounting include:

a. Self-assessed taxes, principally income, excise and franchise taxes, are recognized
as receivables and revenues in the period to which they apply subject to their
availability. Measurable and collectable amounts that do not meet the availability
criteria are reported as deferred revenues.

b. Fines, penalties, licenses and other miscellaneous revenues are recognized when
received since they normally are only measurable at that time.
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c. Interest on long-term obligations is recognized in the debt service funds when it
becomes payable

2. Proprietary Funds, Pension Trust Funds and Component Units

The accounts of the enterprise, pension trust, and Other Postemployment Benefits
(OPEB) trust fund, and component units are reported using the accrual basis of
accounting.
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Fund Definition Examples Series Basis of Individual Funds
Accounting
Fiduciary Funds account for assets held by o Permanent Funds 800-839 — Modified 840 — Land and Water Conservation
Funds a governmental unit in a trustee o Pension Trust Funds Expendable Accrual Trust Fund
or agent capacity. o External Investment Trust Trust Funds 844 — Other Postemployment Benefits
Expendable Trusts are funds in Funds 840-849 — Accrual Trust Fund
which principal and income may | o Custodial Funds Non- 845 — Pension Trust Funds
be expended in the course of o Parks Endowment Account Expendable 855 — Child Support Collections
operations. o Land & Water Endowment Trust Funds 880 — Custodial — Pass-Through
Non-Expendable Trusts are Account 850-899 — Modified 890 — Other Expendable Trust
funds in which only income o Mather Library Account Custodial Funds| Accrual
derived from principal may be o Tallman Scholarship Fund
expended in the course of
operations.
Custodial Funds are used to
account for monies and
properties collected by the State
for distribution to other
governmental units or
designated beneficiaries. The
monies arise from various
taxes, deposits, payroll
withholdings and other sources.
Component Funds account for the financial Accrual 910 — Delaware State University
Units position and operations of State 675 — Diamond State Port Corporation

colleges and universities in
accordance with GAAP
guidelines established by the
National Association of College
and University Business
Officers (NACUBO).

680 — DTCC Educational Foundation
665 — Riverfront

650 — Delaware State Housing Authority
ALL CHARTER SCHOOLS
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Chapter 8

Chapter 8 of the Budget and Accounting Policy Manual has been merged into Chapters 5, 7 and 13.
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Chapter 10 — Grants Management

Federal grants represent a large amount of the State’s annual revenue. At a minimum,
Organizations must process transactions in accordance with State policies and procedures, but
must also adhere to any additional federal requirements imposed by the specific grant.
Organizations should contact their grants management personnel, the Office of Management
and Budget (OMB), or the Department of Finance (DOF), as appropriate, if they have any
questions.

The Federal government has identified areas to be included in proper grant management
processes. They are as follows:

1. Financial reporting - accurate, current and complete disclosure of financial results
2. Accounting records - maintenance of records which identify the course and
publications of funds
a. Grants Management for accounting records consists of two major components:
= Grant Application and Proposal Process (Pre-Award Processing)

e Proposal Maintenance — includes project assignment, federal
reporting requirements (activities), and budgets that contain
indirect costs, matching (cost share) and program income.

= Grant-Related Transactions (Post-Award Processing)

e Grant Award — includes contract and billing information, project
transactions tracking and project budget modifications.

e Transaction Tracking — includes the capturing of all Accounts
Payable, eProcurement, Purchasing, Billing, Accounts
Receivable, and General Ledger activities.

Internal control - maintain effective control and accountability for all grants and
subawards

Budget control - comparison of actual expenditures or outlays to budgeted amounts for
each grant or subaward

Allowable costs - grants expenditures determined by applying appropriate OMB cost
principles, agency program regulations and the terms of grants and subaward
agreements

Source documentation - documentation maintained to support accounting records
Cash Management - procedures to minimize the time elapsing between the transfer of
funds from the federal government and the disbursement by the grantee or sub-grantee

w

e

o

~No
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10.1 General Information and Definitions

Uniform Guidance Definitions
Term Definition

Allowable Costs To be allowable under a grant program, costs must meet the
following criteria:

* Be necessary and reasonable for proper and efficient
performance and administration of Federal awards;

 Be allocable to Federal awards;

* Be authorized or not prohibited under State or Local laws or
regulations;

» Conform to any limitations or exclusions set forth in Federal
guidelines;

* Be consistent with policies, regulations, and procedures that
apply uniformly to both Federally assisted and other activities
of the government unit of which the grantee is a part;

* Be accorded consistent treatment and determined to be in
accordance with Generally Accepted Accounting Principles
(GAAP);

* Not be included as a cost or used to meet cost sharing or
matching requirements of any other Federal award in either
the current or a prior period, except as specifically provided
by Federal law or regulation and;

* Be net of all applicable credits and adequately documented.

Cognizant Agency | The Cognizant Agency for cost allocation plans and indirect cost
proposals for all governmental units or agencies not specifically
identified by OMB will be determined based on the Federal
Agency providing the largest amount of federal grant funds to the
entity. Department of Health and Human Services (HHS) is the
State’s Cognizant Agency.

CMIA The Cash Management Improvement Act of 1990 (CMIA)
provides the general rules and procedures for the effective,
efficient and equitable use of State and Federal funds on behalf of
major Federal assistance programs in the annual Treasury-State
Agreement (TSA). See 31 CFR 205 Part A of the Code of Federal
Regulations for the rules governing the largest Federal programs,
and Part B for all other programs.

Drawdown A process whereby a state requests and receives federal funds.
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Uniform Guidance Definitions

Term Definition
Federal Financial Assistance that non-Federal entities receive or administer in the
Assistance form of grants, loans, loan guarantees, property (including

donated surplus property), cooperative agreements, interest
subsidies, insurance, food commodities, direct appropriations, and
other assistance, but does not include amounts received as
reimbursement for services rendered to individuals. Assistance
includes awards received directly from Federal Agencies or
indirectly from other State and Local government units.

Federal Award
(Grant)

An award of financial assistance, including cooperative
agreements, in the form of money, or property in lieu of money,
by the Federal government to an eligible grantee.

The term does not include technical assistance, which provides
services instead of money, or other assistance in the form of
revenue sharing, loans, loan guarantees, interest subsidies,
insurance, or direct appropriations. Also, the term does not
include assistance for which the grantee is not required to
account.

Owner of the

The direct recipient of a grant that is accountable for the use of

Grant/Grantee the funds received. The grantee is the entire legal entity even if
only a particular component of the entity is designated in the
grant award document (this may be a State Organization or
Program).

Grantor The Federal Agency that awards a grant to an eligible grantee.

Also referred to as the Sponsor.

Questioned Costs

Costs that, in the opinion of the auditor, may not comply with or
may not be consistent with the requirements set forth in contracts,
statutes, or regulations governing the allocation, allow ability, or
reasonableness of costs charged to awards and programs, and thus
may not be reimbursable.

Questioned cost means a cost that is
questioned by the auditor because of an audit finding:

(a) Which resulted from a violation or possible violation of a
statute, regulation, or the terms and conditions of a Federal
award, including for funds used to match Federal funds;

(b) Where the costs, at the time of the audit, are not supported
by adequate documentation; or

(c) Where the costs incurred appear unreasonable and do not
reflect the actions a prudent person would take in the
circumstances.

Statewide Indirect
Costs

Indirect costs incurred by the State's central service agencies in
support of other State Organizations and institutions. The
Division of Accounting (DOA) notifies Organizations annually of
their allocation of Statewide indirect costs.
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Uniform Guidance Definitions

Term Definition
Data Universal Dun & Bradstreet (D&B) provides a DUNS number, which is a
Numbering System | nine-digit identification number for each physical location of your
(DUNS) Number business. This number is needed for any federal grant application.

Obtain a DUNS number online using the following website:
http://fedgov.dnb.com/webform.

Advance payment A payment that a Federal awarding agency or pass-through entity
makes by any appropriate payment mechanism, including a
predetermined payment schedule, before the non-Federal entity
disburses the funds for program purposes.

CFDA The number assigned to a Federal program from the Catalog of
Federal Domestic Assistance.

The CFDA number is found on the Catalog for Federal Domestic
Assistance online database. The database contains all Federal
programs available to State and Local governments, federally-
recognized Native-American tribal governments, territories and
possessions of the United States, domestic public, quasi-public, and
private profit and nonprofit organizations and institutions,
specialized groups, and individuals.

Additional information on the Catalog for Federal Domestic
Assistance database may be found online using the following
website: https://beta.sam.gov/.

Contract A legal instrument by which a non-Federal entity purchases
property or services needed to carry out the project or program
under a Federal award. The term as used in this part does not
include a legal instrument, even if the non-Federal entity considers
it a contract, when the substance of the transaction meets the
definition of a Federal award or subaward.

A State Organization may receive funds from a Federal Agency, a
cataloged federal program, or from another State Organization to
supply a deliverable or perform a service under a contract or
cooperative agreement. Organizations receiving these funds are
bound by the specific contract terms when supplying a deliverable
or performing a service under contract or cooperative agreement.
These monies are not considered grant funds, and the use of these
monies is not governed by this chapter.
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Uniform Guidance Definitions

Term Definition
Federal financial (a) For grants and cooperative agreements, Federal financial
assistance assistance means assistance that non-Federal entities receive or
administer in the form of:
(1) Grants;

(2) Cooperative agreements;

(3) Non-cash contributions or donations of property (including
donated surplus property);

(4) Direct appropriations;

(5) Food commodities; and

(6) Other financial assistance (except assistance listed in

paragraph (b) of this section).

(b) For Subpart F—Audit Requirements of this part, Federal
financial assistance also includes assistance that non-Federal
entities receive or administer in the form of:

(1) Loans;

(2) Loan Guarantees;

(3) Interest subsidies; and
(4) Insurance.

Improper payment (a) Any payment that should not have been made or that was made
in an incorrect amount (including overpayments and
underpayments) under statutory, contractual, administrative, or
other legally applicable requirements; and

(b) Includes any payment to an ineligible party, any payment for an
ineligible good or service, any duplicate payment, any payment
for a good or service not received (except for such payments
where authorized by law), any payment that does not account
for credit for applicable discounts, and any payment where
insufficient or lack of documentation prevents a reviewer from

discerning.
Indirect (facilities & | Costs incurred for a common or joint purpose benefitting more than
administrative one cost objective, and not readily assignable to the cost objectives
(F&A)) costs specifically benefitted, without effort disproportionate to the results

achieved. To facilitate equitable distribution of indirect expenses to
the cost objectives served, it may be necessary to establish a
number of pools of indirect (F&A) costs. Indirect (F&A) cost pools
must be distributed to benefitted cost objectives on basis that will
produce an equitable result in consideration of relative benefits
derived.

Internal controls A process, implemented by a non-Federal entity, designed to
provide reasonable assurance regarding the achievement of
objectives in the following categories:

(a) Effectiveness and efficiency of operations;

(b) Reliability of reporting for internal and external use; and

(c) Compliance.
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Uniform Guidance Definitions

Term

Definition

Loan

A Federal loan or loan guarantee received or administered by a
non-Federal entity, except as used in the definition of 2 CFR §
200.80 (Program income) of the Code of Federal Regulations.

(a) The term ““direct loan’” means a disbursement of funds by the
Federal Government to a non-Federal borrower under a
contract that requires the repayment of such funds with or
without interest. The term includes the purchase of, or
participation in, a loan made by another lender and financing
arrangements that defer payment for more than 90 days,
including the sale of a Federal Government asset on credit
terms. The term does not include the acquisition of a federally
guaranteed loan in satisfaction of default claims or the price
support loans of the Commaodity Credit Corporation.

(b) The term ““direct loan obligation’’ means a binding agreement
by a Federal awarding agency to make a direct loan when
specified conditions are fulfilled by the borrower.

(¢) The term ‘loan guarantee’” means any Federal Government
guarantee, insurance, or other pledge with respect to the
payment of all or a part of the principal or interest on any debt
obligation of a non-Federal borrower to a non-Federal lender,
but does not include the insurance of deposits, shares, or other
withdrawable accounts in financial institutions.

(d) The term ‘‘loan guarantee commitment’” means a binding
agreement by a Federal awarding agency to make a loan
guarantee when specified conditions are fulfilled by the
borrower, the lender, or any other party to the guarantee
agreement.

Subaward

An award provided by a pass-through entity to a sub-recipient for
the sub-recipient to carry out part of a Federal award received by
the pass-through entity. It does not include payments to a
contractor or payments to an individual that is a beneficiary of a
Federal program. A subaward may be provided through any form
of legal agreement, including an agreement that the pass-through
entity considers a contract.

Sub-recipient

A non-Federal entity that receives a subaward from a pass-through
entity to carry out part of a Federal program, but does not include
an individual that is a beneficiary of such program. A sub-recipient
may also be a recipient of other Federal awards directly from a
Federal awarding agency.
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Uniform Guidance Definitions

Term

Definition

Suspended and
Debarred VVendors

A suspension is an action taken by a suspending official that
excludes or disqualifies a person or company from bidding on,
receiving, or participating in Federally funded contracts or grants
for a temporary period of time pending the completion of an
investigation or legal or administrative proceedings. A suspension
has government-wide effect applying to all Federal programs and
procurement.

A debarment is an action taken by a debarring official that excludes
or disqualifies a person or company for a specific period of time,
generally not longer than 3 years. A debarment has government-
wide effect applying to all Federal programs and procurement.

When an Organization is making payments using federal funds,
they are required to review the https://www.sam.gov/ to ensure that
the vendor(s) they are paying do not appear on the vendor
exclusion list.

First State Financials (FSF) Definitions

Term

Definition

Sub-Grant/Pass-
Through Grant

Federal funds or other grant monies passed through from one State
Organization to another State Organization, at which time the sub-
grantee becomes responsible for complying with the rules and
regulations governing the program, audit issues, etc.
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The following table lists common types of grants used in the State:

Type of Explanation
Grants
Direct Grant Funds received by a State Organization directly from the federal

government to run a specific program cataloged in the Catalog
of Federal Domestic Assistance (CFDA).

Subaward Funds received by a State Organization from a cataloged Federal
(referred to as program for a private, nonprofit, Local government or higher
Indirect Grant | education facility.

in FSF)
Advance Funds advanced at the beginning of the grant for the full amount
Payment of the grant; Organizations are required to account for the

(referred to as | expenses associated with the grant. Prepaid grants are identified
Prepaid Grant under Post-Award.

in FSF)

Reimbursable Funds received for programs to be operated on a reimbursable

Grant basis as mandated by Federal law. The State must cover
payment of bills before reimbursement can be requested from
the Federal Agency.

Non-federal Funds received by a State Organization from other than federal

Grant sources. Non-federal grants must be entered in the State’s

financial management and accounting system, FSF, by the
Owner of the grant.

Block Grant A consolidated grant of Federal funds, formerly allocated for
specific programs, that a State or Local government may use at
its discretion for such programs as education or urban
development, and provides money for general areas of social
welfare, rather than for specific programs.

Chapter 10 — Grants Management.v.8.9 Page 9 of 27



StaTE OF DELAWARE BupbGceT AND AccounTING PoLicy
Office of Management and Budget Grants Management

10.2 State Process for Application of a Federal Grant

10.2.1 State Review Requirements (SPOC, DSCC)

Prior to submitting state or local plan(s) or application(s) to federal or non-federal
authorities for the purpose of receiving funds, such plan(s) or application(s) shall be
submitted to the Clearinghouse Administrator, Single Point of Contact (SPOC) for
Delaware, for review and approval or disapproval by the Delaware State Clearinghouse
Committee (DSCC).

29 Del. C. 87603

Housed at OMB, the State’s SPOC coordinates the grant review process. The
establishment of federal and non-federal grants and corresponding spending authority is
the responsibility of OMB, through the State’s SPOC.

Grant SPOC Information

When the grant is ready for formal OMB review, the grant application and SPOC form
are electronically processed within FSF. The grant application and the SPOC form are
approved internally by the Organization and electronically submitted to OMB for
review and approval.

NOTE: The SPOC forms are system generated in FSF from the Pre-Award
collected data and data components. The SPOC form and the instruction
manual are located on OMB’s website and are available via the following
link:

http://budget.delaware.gov/clearinghouse/forms.shtml.

10.2.1.1 SPOC Review and Fiscal and Policy Analyst Review

The grant application is reviewed by the Organization for completeness, accuracy
and approval. The approved grant application is forwarded to OMB for review for
appropriate uses of the requested funds. Both the Organization and the Fiscal and
Policy Analysts must approve the grant applications, before the applications are
scheduled for review by DSCC. If a grant application is not approved, it is returned
to the requesting Organization with a written explanation of the disapproved status.
Requested modifications to the grant application must be made and must be
resubmitted for review within FSF.
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10.2.1.2 Delaware State Clearinghouse Committee (DSCC)

Once a month, DSCC meets to review grant applications. The Committee consists
of the following members (or designees): Chairperson and Vice Chairperson of the
Joint Finance Committee, Controller General, Director of OMB, Director of the
Division of Small Business, Secretary of Finance, and four members of the General
Assembly. If a grant application is not approved, it is returned to the requesting
Organization with a written explanation as to why the application was not approved.
If modifications to the grant application have been requested, changes must be made
to the application and resubmitted for review within FSF.

Additional information on DSCC’s procedures is available via the following link:

http://budqget.delaware.gov/clearinghouse/index.shtml.

10.3 Grant Application and Proposal Process in FSF (Pre-Award
Requirements)

To begin the process, an Organization prepares a grant application in FSF. Pre-Award requires
the following:

10.3.1 General Grant Requirements
10.3.1.1 The Owner of the Grant Concept

The grant application must be completed by the Owner of the Grant. All sub-grant
post-award activities are to be completed by the Owner of the Grant. Sub-Grant
Organizations are responsible for communicating all requirements during Pre-Award
set-up and Post-Award amendments. The establishment of the Owner of the Grant
requires the following steps to be performed during the set-up:

=

Identify if pass-through or sub-grantee will be applied.
2. ldentify the types of activities (federal reporting) required for reporting.

3. Identify if cost share (matching) will be applied and which Organization will
be supplying the required match.

4. ldentify required budget items within the spending plan for each project and
activity (i.e., salaries, fringe, travel, contractual services, etc.).

5. Identify if indirect costs are applied and which rate agreement is to be utilized.
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6.

7.

Identify if indirect cost distributions are required and which Organization(s)
are associated with the receipt of indirect cost reimbursement. For those grants
with indirect cost reimbursement a portion must be provided to the Office of
Management and Budget.

Identify if program income or interest will be applied.

10.3.1.2 Proposal Requirements

1.

2.

The proposal must include grant description, grant title which is identified on
the Federal grant notice and should include the State fiscal year, project
manager (principal investigator), Federal sponsor, CFDA number, and
spending period authority (start and end dates, should include 90/120-day
close out period, if applicable).

The State Organizations are required to include the CFDA number on
Federally funded grant applications and the Grant Pre-Award to comply with
Federal and State audit requirements. If a CFDA number has not been
assigned Organizations must utilize the Program Not Catalog to load the
proposal.

NOTE: If a grant application does not request Federal funding, then a
CFDA number is not required. If the required CFDA is not
supported within FSF; the Organization must complete the
required CFDA form and submit for approval and assignment.
Each CFDA number is verified against the National CFDA
website.

Establishment of a multiple year grant allotment:

If the grant has Multi-Year Grant Allotments, Organization(s) must submit the
initial first year of the cluster, to OMB for the entire number of allotment years,
the amount for Clearinghouse approval and reflect the proposal type as
Continuation.

For the subsequent allotment years, Organizations will only be required to create
a proposal for each additional year to establish a new contract (SAI) number for
the new year of spending authority and reflect the proposal type as Resubmission.

Additional Clearinghouse approval will not be necessary unless the authorized
amount exceeds 30% of the total allotment previously approved by the
Clearinghouse.
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10.3.1.3 Project Requirements

1. All Organizations receiving pass-through funds must be represented within
the grant and supported as a separate project.

= Sub-recipient can also be supported as a separate project or can be
incorporated within the Owner of Grants primary project as a specific
budget item (i.e., contractual service, etc.)

2. All grant applications must reflect specific activities or objectives (Federal
reporting) of the grant as assigned by the Owner of the Grant.

3. Indirect costs are to be apportioned (F & A Distribution) by the Owner of the
Grant along with the associated by percentage.

10.3.1.4 Indirect Costs

Indirect cost allocation is a cost accounting process in which administrative support
costs are developed and distributed to the Organizations receiving the benefit. The
amount each Organization receives is in proportion to the Organizations’ relative use
of the services provided.

Administrative support and/or the provision of centralized services exist at both the
Statewide and Organization levels and may be comprised of activities, such as
budgeting, accounting, auditing, facilities management, administration, personnel,
and information technology services.

Indirect costs are developed and distributed through:
= An annually updated Statewide Indirect Cost Allocation Plan (SWCAP), and

= The development of individual departmental indirect cost rate proposals.
(29 Del. C. §86102(k))

1. Statewide Indirect Cost Allocation Plan (SWCAP)

Each fiscal year, OMB oversees the preparation, submission, and negotiation of a
Statewide Indirect Cost Allocation Plan (SWCAP) with the designated Federal
agency, designated as the State's cognizant agency, which is currently the
Department of Health and Human Services. The indirect cost allocation plan is
prepared on a budgetary basis, using a multiple rate methodology. The plan
identifies both the category and amount of Statewide central service costs
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traceable and attributable to State Organizations, which forms the basis for
preparation of Organization indirect cost rate proposals.

2. Indirect Cost Rate Proposals

OMB oversees the preparation, submission, and negotiation with the designated
Federal cognizant agencies, departmental indirect cost rate proposals for those
State Organizations requiring significant Federal funds, by April 15 of each fiscal
year. Departmental indirect cost rate proposals will be prepared on a budgetary
basis, using a multiple rate methodology, which distinguishes between Statewide
indirect costs and departmental indirect costs at the divisional or sectional levels
of each Organization, as appropriate.

Each Organization is responsible for forwarding the Indirect Rate Agreement to

OMB and to DOA so that FSF can be updated with the most current approved

rates.

3. Indirect Cost Recoveries

a. Statewide Indirect Cost Recoveries
The portion of indirect cost recoveries, identified from Statewide indirect
costs that will be recovered from Federal grants and returned to OMB,
utilizing the 1V process.

b. Departmental Indirect Cost Recoveries
The portion of indirect cost recoveries, identified from Organization indirect
costs, that may be retained by the State Organization for the Organization’s
discretionary use or as authorized by the Annual Appropriations Act.

c. Direct Bill Recoveries
Central service allocations identified by State Special Fund activities that are
recovered from State Organizations, without exception, and turned over to the
appropriate central service Organization. These Special Fund activities
include:

= Audit activities of the State Auditor;

= Personnel activities of OMB;

= Information technology services provided by the Department of
Technology and Information (DTI), and
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= The services of Printing and Publishing arising from the current
period.

d. Budget Submissions

Indirect costs must be provided for in all budgetary submissions where an
indirect cost rate is applicable, accompanying Federal funding requests to
DSCC.

Any exceptions to this policy will be made when the Federal program does
not allow for indirect cost recovery. Such instances must be noted on the
budgetary submissions.

Current indirect cost rates are retained by the OMB Chief of Financial
Management Services for each specific Organization. The indirect cost rates
on file must be budgeted and claimed in all Federal fund applications. OMB
will review these indirect cost rates. Upon completion of the review, OMB
forwards the indirect cost rates to DOA to be loaded into FSF.

e. Organizations Without Indirect Cost Rate Proposals

State Organizations may administer only limited federal programs, which do
not warrant the development of formal indirect cost rate proposals. If State
Organizations intend to recover any indirect costs, these Organizations are
still required to identify and budget for the appropriate amount of both
Statewide and Organization indirect costs in the grant submissions to OMB. If
Organizations are unsure whether or not a limited Federal program requires an
indirect cost rate recovery proposal, they should contact OMB.

When no formal indirect cost rate has been prepared for an Organization,
OMB provides assistance in making a fair determination of the portion of
Statewide indirect costs applicable to Federally funded activities. Federal
programs that do not allow indirect cost recoveries must still budget with
approved rates for audit services and personnel services, even if recoveries are
not made. Organizations are responsible for applying the indirect cost rates
within FSF.

f. Payments to OMB

Indirect costs recovered from federal programs must be transmitted to OMB
on a quarterly schedule, at a minimum, utilizing an IV transaction.
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g. Public Education
Public Education operations (Department of Education, local school districts,
and charter schools) are exempt from participation in the Statewide portion of
the Indirect Cost Program.
4. Waiver of Payment of Indirect Costs
All funds received under any Federal program, which allows indirect cost
recovery, will be subject to the State's Indirect Cost Recovery Program. The only
exception will be with the expressed written approval of the Director of OMB,
Chief of Financial Management Services, and the involved Organization Head or
Secretary.

Waiver requests must be made in writing to the Director of OMB, presenting the
following information for review:

a. Specific program identification;
b. Program status, including:
= Whether the program is capped, level funded, or cut;
= The dollar amounts involved,;
= The impact of non-approval of the waiver request; and
= The future year outlook and considerations.
An approved waiver is applicable only to a single fiscal year. Multi-year
programs must be reviewed on an annual basis, and an updated waiver request
must be processed, if a waiver is needed.
No waivers will be granted for direct cost recoveries. These costs are due from
reimbursements received or from other Organization funds. Those Organizations,
which are not utilizing these services, will not be assessed for these costs.

5. Sub-grants

Sub-grants are Federal funds or other grant monies received indirectly by a State
Organization, usually through another State Organization.
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a. Eligibility of sub-grantees

State Organizations, who sub-grant Federal funds to other State
Organizations, shall pursue requests for recovery of indirect costs by the
sub-grantee State Organization if:

= [Indirect costs are recoverable from the sub-grant; and

= [Indirect cost allocation to sub-grantee Federal programs is done in a
manner consistent with federal cost principles.

b. Organizations With Formal Indirect Cost Rates

If the sub-grantee Organization has a formal indirect cost rate that is
recognized by a cognizant Federal agency, then the grantor State
Organization may approve indirect costs charged to sub-grants. The
indirect costs charged must be based upon the submission of
documentation, indicating these rates exist.

c. Organizations Without Formal Indirect Cost Rates

If the sub-grantee Organization does not have a formal indirect cost rate,
the grantor State Organization is responsible for negotiating with the sub-
grantee Organization for the application of indirect cost rates to the sub-
grant. A multiple rate methodology is desirable in these situations, but a
single rate is acceptable if, by its use, indirect cost allocations to sub-
grants are not distorted or misrepresentative.

d. Recovery of Statewide Costs
In all cases of indirect cost recoveries from sub-grants to other State
Organizations, the Statewide portion of indirect costs applicable to the
sub-grantee State Organization is recoverable by OMB.

e. External Agencies
State Organizations that sub-grant federal funds or grant state funds to
external private agencies or other governments are responsible for

assuring that indirect costs claimed by such external agencies are fairly
determined.
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10.3.1.5 Grant Spending Plan (Budget)

For each grant, the Owner of the Grant must provide a spending plan (budget), which
must address, if applicable:

1. A negotiated indirect cost rate agreement (if applicable);
2. OMB requests that all proposals support audit fees on the primary project.
3. A budget that identifies specific objects of expenditure, including:

a. Contractual Services

Organizations completing a service for another State Organization are to
be identified as contractual services.

b. Personnel Requirements:

= OMB requires all personnel being paid with Federal funds from a grant
to be identified on the Personnel Summary. Organizations must identify
their Full Time Equivalent (FTE) employees associated with a grant on
the external Personnel Summary form
(http://budget.delaware.gov/clearinghouse/forms.shtml), as well as the
position’s authorized title, funding, salary and the portion of FTE that
will be allocated towards the grant.

= Personnel costs must be separated within the following categories:
* Federal Funds
e General Funds
e Appropriated Special Funds
e Salary identified as a matching requirement:

1) Create a listing of all employees associated with the grant. This
listing should support the categories identified above, as well
as Budget Position (BP) number, Position Title, Pay Grade and
Salary.

2) Identify the effort percentage for each employee.
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3) Identify if the personnel cost must include the annual Other
Employment Costs (OEC), as defined annually by OMB.

4) ldentify and include if casual seasonal positions will be
utilized.

4. Associate matching requirements, must also identify the Organization
contributing to the match and the corresponding appropriation.

5. Other budget items should include, but not be limited to: Travel, Supplies,
Capital, Contractual Services, Audit fees, Indirect Costs, etc.

10.3.1.6 Cost Share (Matching)

1.

2.

Identify those budget items that are match-related.

Identify the required matching percentage within the Cost Share link.

Identify the Organization(s) that will be providing the match, along with
the total match percentage.

General information about summary cost sharing includes the following:

a.

Cost shares (includes third-party cost shares where the appropriate
institution information is identified), percentages, or fixed dollar amounts
to be entered into FSF. Any shared cost or matching funds and all
contributions, including cash and third party in-kind contributing, must be
accepted as part of the non-Federal entity’s cost sharing or matching with
the following criteria:

= Verifiable from the non-Federal entity’s records,

= Not included as contributions for any other Federal award,

= Necessary and reasonable for accomplishment of project or program
objectives

= Allowable under Subpart E (Cost Principles),

= Not paid by the Federal government under another Federal award,

= Provided for in the approved budget, and

= Confirm to other provisions.

Organization must be included for indirect cost distribution purposes, if
cost sharing by institution.
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10.3.1.7 Spending Plan Capping Requirements

The spending plan of the grant is based on the total amount of the budget for the
grant. When the application has been reviewed and approved by DSCC, but the
formal grant award notice has not been received by the Organization, OMB will
permit the Owner of the Grant temporary spending authority of a maximum of 15
percent of the total amount of the grant. This requirement does not apply to new
grant requests.

10.3.1.8 Proposal Identification Number

The State Proposal Identification Number is system generated by FSF and begins
with SAL.

10.4 Grant Application Post-Award Requirements in FSF

Post-Award requirements include the following items:

Final detail budgets for expenses and revenues;
= Establishment of base transactional information;
= Contracts; and

= Projects.

10.4.1 Final Detail Budgets

Organizations are responsible for creating the final budgets within FSF, following
approvals from DSCC and OMB.

10.4.2 Establishment of Base Transactional Information

Organizations must use FSF to create and establish profiles, documents, etc., that will
facilitate transactions on behalf of the grant.
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The completion of these elements must include the following components:

= Federal Award Reference Number and/or the Federal Award Identification
Number (FAIN);

= |dentify if the grant is an Indirect Grant;
= Capturing of DUNS number; and

= Capturing of Commercial And Government Entity (CAGE) number (if funds are
from Department of Defense).

10.4.3 Contracts/Billing/Accounts Receivable

A contract manages the posting of revenue to the general ledger through the use of
revenue recognition plans. The method of revenue recognition is as incurred, unless the
revenue is prepaid, then it is treated as deferred revenue.

Within FSF, every award requires the setup of a contract. All contracts must include the
following components:

= The establishment of the Letter of Credit.

= The establishment of a Pre-Paid contract, if federal funds have been received in
advance.

= The assignment of a proper Billing Plan.

= Customer (Federal sponsor)

Following DSCC, OMB, and federal approval, Organizations must place the contract in
active status in FSF to activate the bill cycle so transactions can be processed (both
expenditures and revenue) for reimbursement from the Federal sponsor. Transactions are
processed based on Bill Cycle and post in FSF as Accounts Receivable (AR) Pending
Items. The AR Pending Items represent grant reimbursable funds or prepaid funds that
need to be collected in a timely manner per Federal and State approved guidelines.

10.4.4 Projects

FSF utilizes several project-related functions to support grant-based financial transaction
processing, including project (the purpose of the grant), activity (the objective to achieve
the purpose of the grant), transaction inquiry, and budget. Within FSF, every award
requires the setup of a minimum of one project, and each project requires a minimum of
one activity. Awards may have multiple projects, and projects may have multiple
activities.
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10.5 Draw Requirements

OMB is responsible for defining specific requirements regarding all draws on grants, which are
as follows:

= All draws are completed for the exact amount of the expenditure. Rounding on the draw
is not permitted.

= Draws must be on a defined, routine schedule. All draws should be completed within 30
days of the expenditure.

= Once the deposit is received the Accounts Receivable Item must be posted in FSF within
30 days.

10.6 Cash Management Improvement Act

OMB is responsible for coordinating the activities necessary to comply with the Cash
Management Improvement Act of 1990 (CMIA), as amended.

10.6.1 Overview of CMIA Process
The objectives of the CMIA are:

= Efficiency — To minimize the time between the transfer of funds to states and
the payout for program purposes;

= Effectiveness — To ensure that Federal funds are available when requested; and

= Equity — To assess an interest liability to the Federal government and/or states
to compensate for the lost value of funds.

The components, required by CMIA, are:
= Annual Treasury-State Agreement;
= Annual Report; and

= Annual Interest Exchange (if applicable).
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10.6.2 Treasury-State Agreement

All states must enter into a Treasury-State Agreement (TSA) as required by CMIA. The
TSA is an agreement between the Federal and State governments as to the method that
Federal fund transfers will occur. All Federal funds transferred to the states are covered.
However, only major assistance programs (large-dollar programs) are included in a
state’s TSA.

The TSA includes the following:
= The listing of programs covered by the agreement.

= The funding techniques to be applied to programs in the agreement, including
guidelines for requests for supplemental funding.

= The methods and standards used to develop and maintain clearance patterns.
= The method the State will use to calculate and document interest liabilities.

= The types of interest calculation costs the State expects to incur.

10.6.3 Clearance Patterns

Clearance patterns refer to the number of days lapsed from the time a payment is made
by a State Organization until the time the disbursement is redeemed by the program
recipient. The clearance pattern is used as the basis for the timing of funding requests
through the TSA.

Clearance patterns are developed from the Float Report, for the prior fiscal year. A
clearance pattern extends, at a minimum, until 99% of the dollars in a disbursement for
Federal program purposes have cleared. Organizations shall maintain adequate
documentation for the clearance pattern reported to OMB, which is subject to audit.

The State must re-certify the accuracy of a clearance pattern at least every five years.
The State of Delaware performs this process annually to examine clearance pattern
effectiveness, while also making adjustments for programs that may be included or
removed from the TSA per the Schedule of Federal Awards (SEFA).

OMB coordinates with Organizations to determine any changes in clearance patterns or

funding techniques and provides notification to DOA. Changes are provided in writing
within 30 days of the time the State (Organization) becomes aware of a change.

Chapter 10 — Grants Management.v.8.9 Page 23 of 27



StaTE OF DELAWARE BupbGceT AND AccounTING PoLicy
Office of Management and Budget Grants Management

10.6.4 Funding Techniques

Funding techniques are the methods which the Federal government utilizes to transfer
funds to State Organizations for the State’s Federally sponsored programs. Funding
techniques should be efficient and minimize the exchange of interest between the State
and Federal agencies. The following sample funding techniques are discussed in the
Code of Federal Regulations:

Zero balance accounting - The amount of Federal funds transferred to a state,
based on the actual amount of funds paid out by the state each day.

Projected clearance — The transfer of Federal funds to State Organizations in
accordance with a specified clearance pattern.

Average clearance — The transfer of funds to a State Organization based on the
dollar-weighted average day of clearance for the disbursement. The dollar-
weighted average day is determined from a clearance pattern as the day when,
on a cumulative basis, 50% of disbursed funds have cleared.

Cash advance funding — The transfer of the actual amount of Federal funds to a
State Organization, not more than three business days prior to the day the State
makes payment. Funds permitted to be drawn early are not interest neutral and
are subject to interest liability.

Reimbursable funding — The transfer of Federal funds to a State Organization
after the State has paid out its own funds for program purposes.

Other —FSF and the State may negotiate the use of mutually agreed upon
funding techniques to address funding issues, which are unique to the State of
Delaware.

Organizations should review their funding techniques annually and report any changes
to OMB. When selecting funding techniques, Organizations are encouraged to work
with OMB and use those techniques, which are interest neutral. Organizations are
responsible for using the funding techniques specified in the TSA for each applicable
fiscal year.
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10.6.5 CMIA Annual Report

The CMIA annual report is submitted into FSF, which details interest liabilities for both
the Federal and State governments. Federal funds drawn according to the TSA prevent
the State from accruing an interest liability to the Federal government.

10.6.6 Annual Interest Exchange

An interest liability is calculated by Organizations in accordance with methods
specified in the TSA. When the calculated Federal liability is greater than $5,000, FSF
requires additional supporting documentation. State Organizations must provide detail,
supporting any liabilities owed by the Federal government. This documentation is
subject to audit and should be retained per records retention requirements. Pay ment of
the difference between Federal interest and State interest liabilities must occur no later
than March 31.

10.7 Reporting and Auditing

For reporting the use of Federal Funds that the State has received, OMB has required that the
State follow the OMB circulars and the quarterly financial reports. The grant award issued by
the awarding Organization specifies the types of reporting, the timeline and the frequency of

reporting on the grant.

As of December 2014, OMB incorporated OMB Circulars A-21, A-87, A-89, A-102, A-110,
A-122 and A-133 into a single document. The new document, titled 2CFR, Uniform
Administrative Requirement for Federal Award, is located in Title 2 of the Code of Federal
Regulations at http://www.gpo.gov/fdsys/pkg/CFR-2015-title2-vol1/pdf/CFR-2015-title2-

voll.pdf.

The new guidance streamlines the previous circulars into one document. The guidance is
divided into subpart for acronyms and definitions, general provisions, pre-federal award
requirements and contents of federal awards, post federal award requirements, cost principles
and audit requirements.

10.7.1 Federal Financial Reporting

OMB requires State Organizations to express the financial condition of the grant
project or program by using the standard Federal Financial Report (SF-425) and the
SF425A, an attachment to the SF-425 to report financial data and to request payments.
Other standard OMB approved forms include the Request of Advance or
Reimbursement (SF-270) or the Outlay report and Reimbursement for Construction
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Programs (SF-271). The SF-425 is used for reporting on a single Federal award and the
SF-425A is used to report on multiple Federal awards. The SF-270 and SF-271 are used
when non-Federal entities do not receive payments through a letter of credit or
electronic funds transfer. Within FSF the new Federal Financial Report (FFR) is
available for Organizations to assist with the completion of quarterly, semiannually,
and the yearly Federal reporting.

10.7.2 Time and Effort Reporting

The Federal government does not mandate a single recommended practice for non-
Federal entities to monitor time and effort reporting and requires non-Federal entities to
follow proper internal controls to document time spent on grants. However, please note,
the grantor agency may have specific rules around time and effort that need to be
followed.

Some basic steps to be included in the time and effort reporting process are as follows:
= Use a timesheet
= Perform a reconciliation of time charged on timesheet to payroll report or
appropriation charged for payroll
= Have the employee and supervisors sign off on the timesheet

e Credible endorsements of the hours worked is needed from persons
knowledgeable about the activities performed.

e Itis recommended that this be done monthly. However, depending on the
size of your grant you may need to change the frequency of the report
verification.

= Submit timesheet and complete any adjustments, if needed, on a timely basis

e Confirmation process or reconciliation takes place at some point after the
charges occur. Then any adjustments found from that process will need
to be made timely completion.

10.7.3 FFATA and DATA Act

In 2006, the Federal Funding Accountability and Transparency Act (FFATA) was
enacted to identify requirements, for each Federal award of $25,000 or more, that OMB
create a no-cost, publicly accessible website (https://www.USASpending.gov) that
includes basic information about the recipient and the project being funded.

In 2008, FFATA was amended by the Government Funding Transparency Act of 2008
requiring recipients to report certain information about them and their first-tier sub-
recipients for awards obligated as of October 1, 2010.
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In April 2014, the Digital Accountability and Transparency Act (DATA) was signed
into law requiring the establishment of government-wide data standards that are
searchable and are used on USA Spending.gov. With this, the DATA Act will require
the streamlining of reporting requirements for non-Federal entities receiving Federal
funds and also to improve data quality and ensure that the data is complete and accurate
when posted on Federal websites.

10.7.4 Annual Single Audit

The Single Audit is required for grant expenditures by CFDA for the fiscal year in
aggregate exceeding $750,000. The Single Audit is completed after the State’s Annual
Comprehensive Financial Report (ACFR) audit and uses the basic financial statements
and any findings from there as the beginning of the Single Audit report. The Single
Audit is performed by an independent audit firm.

Included in the Single Audit are the following:

= Report on the financial statements

= Report on the schedule of expenditures of Federal awards (SEFA) — this is
prepared by DOA for expenditures by CFDA

= Report on internal controls related to the financial statements

= Tests of, and reporting on, internal control over compliance applicable to major
federal award programs

= Test of, and reporting on, compliance with laws regulations contras and grant
agreements that may have a material effect on the financial statement (The
auditor also reports certain fraud and abuse)

= Test of, and reporting on compliance with laws regulations controls, and grant
agreements noncompliance with which could have a direct and material effect
on each major Federal award program

= Schedule of findings and questions costs

Once the Single Audit is completed, it is submitted to the Federal Government on or
before March 31st each year. The Federal Agency will reach out to the State
Organization to further clarify any corrective action plans based on the assessments of
the Single Audit Report posted. DOA may request an assessment of the corrective
action plan as well.
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Chapter 14 — Payroll Compliance

14.1 Introduction

14.1.1 General

A significant percentage of the State of Delaware’s (State) annual operating budget is expended
on Salaries and Other Employment Costs (OECs). Therefore, it is vital that the business
processes associated with the administration of the State’s Payroll are grounded in strong policy
with appropriate focus on regulatory requirements and internal controls.

The Division of Accounting (DOA) Payroll Compliance Group (PCG) provides information and
guidance to State Organizations on proper administration of Payroll functions while complying
with applicable laws, rules, and regulations. Instructions in this chapter are in compliance with
State and Federal laws and regulations. State laws that apply to the administration of Payroll are
found in Title 29 of the Delaware Code. Specific Code references on a variety of topics may be
found in PCG Bulletins accessible on the DOA website.

14.2 Payroll Expenditure Controls & Authorizations

14.2.1 Controls

DOA sets policies to ensure effective controls are in place governing all State financial
activities including the expenditure of funds associated with the State’s Payroll process. For
additional information about the payroll authorization process, refer to the PCG Payroll Policy:
Payroll Expenditure Authorization (PCG-PRAUTH):
https://accounting.delaware.gov/payroll_comp/policies.shtmi

Organizations are required maintain and enforce effective internal controls to monitor Payroll-
related transactions. These internal controls must be documented in a Payroll Internal Controls
Plan. Controls must include, but are not limited to, the review and approval of all wage
payments, preapproval of overtime, docking and leave usage for employees.

Organizations should ensure an appropriate segregation of duties and monitoring throughout the
payroll process. This includes establishing separate roles within the Organization for payroll
approvers and payroll processors. Under no circumstances should an Organization’s payroll
expenditures be approved by the individual who processes payroll transactions in the Payroll,
Human Resources, Statewide Technologies (PHRST) system for that pay period.
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At a minimum, the following activities should be segregated:

= Segregate timekeeping and supervision functions from personnel, payroll processing,
disbursement and general ledger functions.

= Individuals responsible for hiring, terminating and approving promotions should not be
directly involved in preparing payroll transactions or inputting data.

= Individuals approving timesheets should not prepare or enter payroll transactions.

= Individuals performing payroll data entry should not have payroll approval authority.

14.2.2 Expenditures

Organizations have recurring biweekly funding expenditures related to the payment of salaries
and premium pays (Shift Differential, Hazard Duty, Board Certified, etc.) owed to employees in
authorized positions for time worked in the current pay period. These salary expenditures are
approved in the annual Budget Appropriation Bill and by local School District authorities.
Therefore, biweekly funding expenditures supporting these recurring payments are considered
preapproved through those processes. All Organizations are expected to stay within their annual
appropriations for salaries as well as authorized positions.

Organizations must use the Confirm version of the PHRST DocumentDirect report DPR003 —
Payroll Expenditures by Appropriation to authorize payroll funding expenditures and certify
that there are sufficient appropriated funds to cover the expenditures.

All payroll-related expenditures must be certified by an approving authority that the charges for
the current pay period for the Organization meet all federal and State, legal and regulatory
requirements and that the represented expenditures do not exceed the remaining balance of
funds appropriated by the General Assembly.

Due to processes dependent upon the timely posting of the Payroll Journal to the General
Ledger, the Director of DOA, with the authority of the Secretary of Finance, approves and
processes the Payroll Journal for the State through the State’s financial management and
accounting system prior to the pay date on a biweekly basis with the expectation that
Organizations follow the aforementioned laws and policies for the payment of salaries.

14.3 Payroll Signature Cards

Organizations must submit new Payroll Signature Cards annually by July 1%. Cards indicate all
individuals authorized by the Organization Head to expend funds for the Department IDs listed on the
card. The Organization Head is required to sign to indicate authorization of all signers to expend funds.

School Districts and Higher Education facilities must submit new signature cards any time new
School Boards are organized.
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Payroll Authorized Signature Cards are located on the DOA’s website:
https://accounting.delaware.gov/payroll_comp/policies.shtml.

14.3.1 Future Expenditures Considerations

Any State Organization paying employees from authorized funding sources (general, local,
federal funds or capital improvement debt appropriations) are required by Delaware Code to
monitor expenditures against these funding sources to ensure balances do not go into a negative
condition.

Authorizers must consider the remaining pay periods in the fiscal year to ensure anticipated
expenditures will not exceed appropriated balances.

14.4 Direct Deposit Compliance
Method of payment of State officials and employees:

(F)(1) Notwithstanding any other provision of law, all State wage and salary payments shall be
paid to employees who begin to receive such payments on or after January 1, 1996, and
recipients of State retirement payments who begin to receive such retirement payments on or
after January 1, 1996, by electronic funds transfer, unless another method has been
determined by the Secretary of Finance to be appropriate.

(2) Each recipient of State wage, salary or retirement payments shall designate at least one
financial institution and associated account and provide the payment authorizing
information necessary for the recipient to receive electronic funds transfer payments through
each institution so designated.

(3) The Secretary of Finance may waive the requirements of paragraph (f)(1) of this section for

any State employee upon request by the head of an agency or school district under standards

prescribed by the Secretary of Finance.
(29 Del. C. § 2712)

14.4.1 Components of Direct Deposit Compliance
= Participation in Direct Deposit is a mandatory condition of employment with the State.

= New employees must participate in Direct Deposit within three (3) pay periods of their
hire date.

= Direct Deposit exemptions: Grandfathered employees, attaches, student workers, tutors,
aides, substitutes or casual/seasonal employees (term not to exceed two months).
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= All other employees must participate in Direct Deposit or submit a request to waive the
requirement, which must be approved by both the Head of the employing Department
and the Secretary of Finance (refer to the PCG Payroll Policy: Direct Deposit Waiver —
PCG-DDWVR: https://accounting.delaware.gov/payroll_comp/policies.shtml

= Organization Human Resources/Payroll representatives are responsible for ensuring
employees adhere to the Direct Deposit rule.

= PCG monitors a master list of all direct deposit non- participants and reviews it for any
new entries. The PCG contacts the Organization regarding any employee who does not
comply with the law (refer to the PCG Payroll Policy: Mandatory Direct Deposit
Participation Enforcement & Escalation Process — PCG-DDMPE:
https://accounting.delaware.gov/payroll_comp/policies.shtml).

14.5 Non-Resident Employment

The PCG reviews the tax status of alien workers including teachers and professors employed by the
State. Based upon the varied facts and circumstances for individual employees and the applicable
code, PCG will ensure proper tax set up for employees in compliance with Internal Revenue Service
(IRS) regulations.

Upon hiring an alien worker, the Organization must notify PCG of the hire. For detailed information
refer to Payroll Procedure PCG-NRA-Tax Treatment of Income Paid to Aliens:
https://accounting.delaware.gov/payroll_comp/PCG-NRA.pdf

Organizations must contact PCG immediately when an active employee relocates outside the United
States, including temporarily, or prior to hiring a new employee that will reside outside the United
States and perform their work duties remotely from another country. PCG will review each situation
to determine the ability of the State to comply with IRS regulations and withholding requirements
imposed by the foreign country and provide the Organization with available solutions. The State does
not have the capability to remit taxes to a foreign country which limits the State’s ability to employ
individuals residing outside the United States.

If an Organization is paying a Foreign National as a supplier, the Organization must notify PCG. PCG
will provide the Organization Form W-8 BEN for completion. See Section 7.16 Supplier Information.

14.6 Fringe Benefits

Fringe benefits include any compensation other than cash wages. The general rule is that the
compensation is taxable; however, the Internal Revenue Code (IRC) provides exclusions for numerous
forms of noncash compensation provided to employees. Taxation rules vary according to the
circumstances and business process associated with a specific fringe benefit.

Federal laws and regulations take precedence over any State regulations or employment or union
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Reference: Publication 15-B — Employer’s Tax Guide to Fringe Benefits:
https://www.irs.gov/publications/p15b

14.6.1 Definitions

= De Minimis Fringe Benefit — any property or service with a value so small it is
unreasonable or impractical to account for it.

= Accountable Plan — meets the IRS requirements that reimbursed expenses are
business related and substantiated with receipts.

= Working Condition Fringe Benefit — employer-provided items that would be
deductible by an employee as a business expense if they had incurred the cost. These
types of benefits are excludable from income per IRC8132(d). The general rules are
that the benefit must be provided so the employee can perform his or her job and the
allowances and reimbursed expenses must be substantiated with reports and/or
receipts.

14.6.2 Clothing/Uniform/Footwear

Some Organizations employ individuals whose specialized job requirements include issuance
and/or care and upkeep of uniforms, clothing, or footwear or cash allowances for the purchase
of these items.

Periodic allowance payments made to employees for the purchase and maintenance of specific
articles of employer-required uniforms are not taxable to the employees provided the uniforms
are not adaptable to general use and are not worn for general use. In addition, the employees
must substantiate the expenses. If the employer does not require substantiation, the allowance is
taxable as wages and subject to withholding when paid.

= [fitis determined that the clothing qualifies as a taxable fringe benefit, the IRS
requires that the fair market value be included on the employee’s W-2 and
withholdings be deducted.

= PCG Bulletin — Uniform & Clothing Allowance Fringe Benefits includes
guidance on determining if the Uniform/Clothing is a taxable fringe benefit or a
working condition fringe benefit.
https://accounting.delaware.gov/payroll_comp/comm/bulletins.shtml
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14.6.3 Commuting Use of a State Provided Vehicle

= Commuting is the only authorized “personal use” of State-owned vehicles, pursuant
to the State Policies, Procedures, and Standards issued by the Office of Fleet
Management Government Support Services (GSS). Delaware Code provides for
fines for any violations of this policy.

= Organizations must maintain current and accurate records of employees who are
provided a State vehicle. For any part of a vehicle’s usage to be considered non-
taxable, Organizations should only provide vehicles to those employees whose job
duties require the use of a vehicle. If the vehicle is used for both business and
personal travel, the employee must account for the business use to the employer.

= Commuting and all other personal use of a State-provided vehicle is a taxable fringe
benefit. All passengers commuting in a State vehicle, with the exception of
vanpools, are subject to all the same taxable income rules. The IRS requires that the
calculated value of commuting use of a State-provided vehicle be included on the
employee’s W-2 and withholdings be deducted.

= The State uses the Special Accounting Period Rule which makes November 1 -
October 31 the taxable year for reporting commuting use.

= For detailed information on Vehicle Usage and guidance on associated employment
taxes and OECs, refer to PCG Payroll Policy: Vehicle Usage — PCG-VEHUSE:
https://accounting.delaware.gov/payroll_comp/policies.shtmi

= For detailed information on entering Vehicle Usage imputed income in the PHRST
system, refer to PHRST Payroll Policy: Vehicle Usage — PRU-VEH-01.
https://extranet.phrst.state.de.us/production/procedures.shtml

14.6.4 Meal Provisions

To determine if a meal is allowable, Organizations should refer to Chapter 7 — Purchasing
and Disbursements, Section 7.6.6.2. If the Organization determines the meal or meal
reimbursement is allowable, the following must be considered to determine if there are tax
implications to the employee.

= To determine if meal reimbursements are excludable from gross income, employers
must consider general fringe benefit rules as well as regulations included in several
sections of the IRC.

= Provision of infrequent meals of minimal value may be excluded as de minimis
fringe benefits if it is unreasonable or impractical to account for the food.
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= The value of occasional meals provided during employer-required overtime is
excludable from wages.

= The value of meals provided for the convenience of the employer is generally
excludable from wages.

= Meal expense reimbursements or allowances must meet the accountable plan rules in
order to be excludable from wages.

= For detailed information on Meal provisions and guidance on associated taxes and
OECs, refer to PCG Bulletin— Meal Provisions.
https://accounting.delaware.gov/payroll_comp/comm/bulletins.shtml

= Refer to Chapter 11 - Travel Policy, for the policy on reimbursement of meal
expenses incurred during out-of-state travel. https://budget.delaware.gov/accounting-
manual/documents/chapter11.pdf?ver=0226

14.6.5 Tuition Reimbursement

= |RC 8132(d) (Education as Working Condition Fringe Benefit) provides an exclusion
from gross income of reimbursements of expenses for job-related courses.

= |RC 8127 (Qualified Educational Assistance Program) provides an exclusion of up to
$5,250 per calendar year for amounts paid by an employer through a sponsored
educational assistance program. Qualified education expenses include tuition, fees,
books and supplies for both undergraduate and graduate education.

= The IRS requires that 8127 Education Assistance Programs have a separate written
plan. In the absence of a written plan, reimbursements for non-job-related courses
are taxable.

= As a benefit to State employees, Organizations may provide Educational Assistance
and/or Tuition Reimbursement, provided the funds are available in the budget.

= PCG Bulletin— Education Assistance/Tuition Reimbursement includes guidance
on determining if the education assistance is a taxable fringe benefit or a working
condition fringe benefit.
https://accounting.delaware.gov/payroll_comp/comm/bulletins.shtml
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